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DEFENSE, DEPARTMENT OF
S. 940, the "Defense Procurement Program Integrity Act", a bill which will reauthorize
the Cost Accounting Standards Board, was introduced by Sen. William V. Roth, Jr.
(R-DE) on 4/17/85. Major provisions of the bill include: improvement of the effect
iveness of the Truth-In-Negotiations Act by closing loopholes in interpretation and
by providing incentives for contractors to settle defective pricing cases rapidly;
reactivation of the Renegotiation Board with the authority to conduct reviews and
make recoveries of excessive or unearned contractor profits; reauthorization of the
Cost Accounting Standards Board as an independent organization in the Executive
Branch of the Government. The Board would be headed by the Comptroller General and
will have four other members all appointed by the President; a requirement to conduct
a survey to be made every three years of the profits and finances of defense con
tractors; and finally, it would ensure that there is a statutory time limit on the
filing of claims by contractors for work performed on contracts. This bill has
been referred to the Senate Armed Services Committee. No hearings have yet been
scheduled.

FEDERAL HOME LOAN BANK BOARD
"Accounting Policy Relating to Acquisition, Development, and Construction Loans" is the
title of a final rule which was approved by the Federal Home Loan Bank Board (FHLBB)
on 4/18/85. Among other things, the rule indicates that "...insured institutions
are expected to apply the ’Notices to P r a c t i t i o n e r s ’ that have been issued by
the AICPA that describe factors to be considered when determining whether a trans
action characterized as an acquisition, development or construction loan is in fact
a loan or whether, in substance, it is a real estate investment or a joint venture."
In a discussion which accompanied the final rule, the FHLBB stated, "The resulting
lack of standardization and failure of some institutions to apply appropriate account
ing principles to these transactions has led to confusion and has created obstacles
in the monitoring and examination techniques employed by the Board to ensure the
safety and soundness of insured institutions. The Board therefore proposed to adopt
the ’Notice to Practicitioners' as its accounting policy in this area". For further
information contact Douglas McEachern at 202/377-6392. Publication of this final
rule is expected soon in the Federal Register.

OFFICE OF MANAGEMENT AND BUDGET
A recent OMB document, "Financial Management and Accounting Objectives", expanding the
objectives stated on OMB Circular A-127, "Financial Management System", is currently
available from the OMB Publications Department in Washington, D.C. This document
can also be obtained with a copy of OMB Director Stockman's transmittal memorandum
that advises the heads of Federal departments and agencies on its use. In part,
the Stockman memorandum states, "Evaluations of agency systems required by the Cir
cular are to be based on the policies and procedures contained in Circular A-127
and the detailed explanation of objectives contained in the attached document.
Initial submission of the five-year plan called for in the Circular is to be made
with your agency's FY 1987 budget and management submission." Responding to inquir
ies from public accounting firms for copies, OMB has made additional copies available
Interested parties may contact the OMB Publications Department at 202/395-7332 to
obtain the objectives document and Stockman's transmittal memorandum.
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TREASURY, DEPARTMENT OF
The Treasury Department's proposal to limit the use of the cash method for tax accounting
would add "significant complexity to the income tax law and is grossly unfair to
those service businesses affected", according to AICPA Tax Division Chairman Albert
B. Ellentuck. The Treasury's proposal would prohibit taxpayers from using the cash
method of accounting for tax reporting if their average annual gross receipts exceed
$5 million or if they regularly use accrual accounting for reports or financial
statements. In the recent AICPA letter to Assistant Secretary for Tax Policy Ron
Pearlman, Mr. Ellentuck notes that businesses forced onto the accrual method would
be "deprived of a simple, effective method of accounting for income taxes. Moreover,
this proposal would create an imbalance in the same business or profession, not only
between large and small service firms, but between firms of the same size who happen
to be affected differently by the proposed rules." This would have undesirable
economic consequences for those businesses and professions rendering the services.
Mr. Ellentuck further states that the cash method was the first accounting method
utilized under the tax system in 1909. To change a system that has been in effect
since 1909, where there has been no apparent history of abuses would be "inconsis
tent with Treasury's goals of simplicity and fairness." Copies of the AICPA's
comments on the proposal may be obtained by contacting Carol Ferguson at 202/872-8190

SPECIAL: MOYNIHAN AND CHAFEE INTRODUCE MINIMUM CORPORATE TAX BILL
Legislation to impose a minimum tax on both corporations and individuals was introduced
by Senators Daniel P. Moynihan (D-NY) and John Chafee (R-RI) on 4/18/85. Upon intro
ducing S. 956 Sen. Moynihan noted 67 major corporations whose combined profits
exceeded $14 billion paid no Federal income tax in 1983, and approximately 25,000
individuals who earned at least $50,000 paid no Federal income tax in 1982. The
Senator continued, "We do not propose to raise taxes. We propose to begin to collect
taxes." Generally, under the Moynihan-Chafee proposal, individuals would have to
pay 15% on salary, dividend, and interest income exceeding $50,000. Taxpayers
would be able to claim deductions for charitable contributions and medical expenses
above 10% of their income as well as for home mortgage interest, casualty losses
and state and local taxes. Losses generated by other business activities, i.e.,
a tax shelter would not be used to reduce tax liability below the 15% minimum. Cor
porations would be required to pay a minimum 15% tax on real profits exceeding
$100,000. Businesses would be permitted deductions that reflect genuine economic
loss, but tax preference items such as deductions and adjustments that reduce a
corporation's taxable income to encourage investment, would be disallowed in whole
or part, for purposes of determining a company's minimum tax.

SPECIAL: HEARINGS ON DEFENSE CONTRACTORS BILLING PRACTICES
"The ineffectiveness or collapse of the entire defense acquisition system" , according
to Rep. John D. Dingell (D-MI) would be the highlight of two days of hearings into
defense contracting companies' billing practices by his Energy & Commerce Subcommit
tee on Oversight and Investigations in Washington, D.C. on 4/23-24/85. Subcommittee
Members heard testimony from the FBI, GAO, Department of Defense Inspector General,
and the head of the Defense Contract Auditing Agency. In addition, testimony was
received from Mr. George Spanton, former resident DCAA auditor at Pratt & Whitney,
West Palm Beach, Florida, and from Mr. Dennis Modesitt, former DOD Administrative
Contracting Officer for General Dynamics. The Subcommittee primarily focused on the
billing to the government of unallowable overhead costs by contractors and heard
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testimony from most witnesses that many contractors submit the same type of charges
to the government. Examples cited by Rep. Dingell included undocumented use of
corporate aircraft, a $67,500 donation to an art museum, corsages, golf balls, and
baseball caps. In an attempt to analyze the problems in the defense acquisition
system, witnesses suggested that there is ambiguity in Federal acquisition regula
tions; there is pressure to acquire defense weapons and systems, with less regard
for effective oversight of the contract's original cost provisions; a "revolving
door" between the Government and defense contractors; a need for better access to
contractors' books and records. Suggested remedies included more severe penalties
and sanctions for contractors, the reauthorization of the Cost Accounting Standards
Board, fixed price contracts, individual item negotiation on challenged contractor
billing, invalidation of all contractors' entertainment costs as chargeable over
head, and the need to rewrite the applicable Government regulations to eliminate
the ambiguities and allow for uniformity in their application by Government contract
ing officers and Government auditors. Tentative plans of Rep. Dingell's Subcommittee
include a May hearing which could include an appearance by Secretary of Defense
Caspar Weinberger.

For additional information please contact Gina Rosasco or Nick Nichols at
202/872-8190.
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